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INDEPENDENT AUDITORS’ REPORT

To the City Council
City of Inkster, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund,
and the remaining fund information of the City of Inkster, Michigan as of and for the year ended
June 30, 2008, which collectively comprise the City’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the of City of Inkster,
Michigan’s management. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reascnable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of Inkster, Michigan as of June 30, 2006 and the
respective changes in financial position and cash flows, where applicable, thereof for the year
then ended, in conformity with accounting principles generally accepted in the United States of
America.

The management's discussion and analysis, budgetary comparison schedules, and pension
system schedules of funding progress and employer contributions, as identified in the table of
contents, are not a required part of the basic financial statements but are supplemental
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplemental information. However,
we did not audit the information and express no opinion on it.



To the City Council
City of Inkster, Michigan

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Inkster, Michigan’s basic financial statements. The
accompanying other supplemental information, as identified in the table of contents, is
presented for the purpose of additional analysis and is not a required part of the basic financial
statements. The other supplemental information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

In accordance with Government Auditing Standards, we will also be issuing a report on our
consideration of the City of inkster, Michigan's internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts and grants
agreements. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to
provide opinions on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with government Auditing Standards and
should be considered in assessing the results of our audit. ,

/%!WM

November 7, 2008



CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006

This section of the City of Inkster, Michigan's annual financial report presents our discussion
and analysis of the City of Inkster, Michigan's financial performance during the fiscal year
ended June 30, 2006. Please read it in conjunction with the financial statements that follow this
section.

FINANCIAL HIGHLIGHTS

As discussed in further detail in this discussion and analysis, the following represents the'most
significant financial highlights for the year ended June 30, 2006:

GENERAL FUND ENDS YEAR WITH AN INCREASE TO FUND BALANCE: As discussed
further in the fund financial statement analysis section of this report, the General Fund finished
the year end June 30, 2008 with an increase in fund balance of $510,700. This left the General
Fund with a fund balance at June 30, 2006 of $1,089,558.

INCREASE IN PROPERTY TAX VALUES: Property taxes are the City's largest source of
revenue to the General Fund. The City's taxable value for 2006 increased 5.06% from 2005
taxable value (Real and Personal Property) of $323,614,389 to a 2006 taxable value of
$340,410,788.

DECREASE IN STATE-SHARED REVENUES: State shared revenue; the second largest
revenue source of the General Fund was again reduced by the State of Michigan from
$4,519,584 in fiscal year 2005 to $4,455,173 in fiscal year 2006 in-which totaled a decrease in
the amount of $64,411.

CARVER HOMES/ANNAPOLIS POINTE PROJECT: The Carver Homes/Annapolis Pointe
Subdivision redevelopment Phase | continued throughout fiscal year 2006. Phase | includes
one hundred eight (108) housing units. The majority of acquisition and relocation activities in
both Phase | and Il are complete. During the first half of the year, the infrastructure and
seventeen (17) housing units were constructed in Phase | along Annapolis Avenue. Beginning
in June 2008, demolition of all city-owned properties began. In late summer of 2006,
Crosswinds, [nc. began the construction of the additional ninety-one (91) units. In October
2008, the City of Inkster sold $4,155,000 of Brownfield Redevelopment Bonds that will be paid
for with future Brownfield Development tax captures. The bonds are used to pay for costs
related to infrastructure and related activities in Phase |.

NEW CITY FUND: On May 2, 2006 the citizens of Inkster voted and approved a millage for
parks, recreation, senior services and youth services. The City of Inkster established a special
revenue fund to account for the activities of these services and remove them from the General
Fund. The millage, which in any one year shall not exceed two mills, is for the ten year period
of 2006 to 2016.



CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

CSO PHASE [l POSTPONED: During the 2004 fiscal year, the City was successful in its
appeal to the Michigan Department of Environmental Quality for an extension on the time in
which Phase |l of the CSO elimination program will be completed. The City was granted an
extension until 2007 to begin construction of the Phase I project and until 2013 for completion.
In August 2003, Inkster voters overwhelmingly approved an additional tax levy to fund the
Phase Il project. Shortly after the election, the City was notified that our extension request had
been approved and thus the issuance of bonds will not be necessary until 2007.

NEW MUNICIPAL BUILDING 26215 TROWBRIDGE PURCHASE: The Tax Increment
Financing Authority and the City of Inkster has a partnership underway to renovate a building at
26215 Trowbridge as a City Hall Municipal Complex. The building has double the usable space
as a municipal facility. The acquisition and renovation of the building is being funded by the
Tax Increment Finance Authority. The city and TIFA broke ground for renovation in October
2006. The building should be substantially complete by early spring 2007. The building will
house City hall departments, City Council chambers, offices and a community room that will be
available for the TIFA and community groups.

Using this Annual Financial Report

This annual financiai report consists of a management'’s discussion and analysis (this section),
the basic financial statements, and other required supplementary information. In the basic
financial statements section are two sets of financial statements along with the notes to the
financial statements. A discussion on each set of financial statements follows.

The Governmeni-Wide Financial Statements

The first set of financial statements is the government wide financial statements that include the
statement of net assets and statement of activities on pages 10-12. These statements provide
both long and short-term information about the City’'s overall financial status and are prepared
on the full accrual basis of accounting.

The following tables present, in a condensed format, the government wide net assets (See
Table 1) and changes in net assets (See Table 2) of the City as of June 30, 2006 and are
compared to the prior fiscal year.



CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

The Government-Wide Financial Statements

The following table shows, in a condensed format, the government-wide net assets of the City
as of June 30, 2006 and is compared to the prior year:

TABLE 1
Governmental Activities Businass—Typé Aclivities Total
2006 2005 2008 2005 2006 2005
Assols!
Current Assets $7,762,214 $8,100,954 $3,650,248 $4,680,190 $11,412,462 $12,781,144
Restricted Assats 4,914,818 656,325 1,338,524 1,087,434 6,254,342 1,742,759
Capital Assets 18,018,254 17,229,418 28,874,190 28,826,019 46,892,444 46,155,437
Total Assets 30,695,286 25,985,687 33,863,962 34,693,643 64,559,248 60,679,340
Liabilltles:
Current Liabilitles 5,399,202 4,835,070 1,786,338 1,858,071 7,184,630 6,693,141
Long-term Llabllities 14,561,955 12,636,638 8,162,906 9,062,801 22,724,881 21,698,439
Total Llabilities 19,961,247 17,371,708 9,048,244 10,920,872 29,909,491 28,292 §80
Net Assets:
invested In Capital Assets-- )

Net of Related Dabt 4,615,378 9,420,191 21,108,100 20,028,957 25,721,478 29,449,148
Restricted 8,007,495 3,308,844 118,118 118,118 8,125,613 3,516,962
Unrestricted {Deficit) (1,888 834) (4,205,046) 2,691,500 3,625,688 802,666 (679,350)

Total Net Assets $10,734,0239 $6,613,988 $23,916,718 $23,772,771 $34 649,767 $32,386,760

As shown in this table, the City of Inkster, Michigan’s total net assets increased slightly from a
year ago. Net assets increased $32,386,760 to $34,649,757.

TABLE 2

The following table shows the changes of the net assets during the years ended June 30, 2006
and June 30, 2005:

Govemimental Activillas Business-Type Aclivitles Tolal
2006 2005 2006 2005 2008 2005
Revenue:
Program Revenua:
Charges for Services $3,433,186 $2,970,634 $6,766,707 $6,190,662  $10,199,893 $9,161,498
Operaling Granls : 3,859,264 3,800,058 0 4] 3,050,264 3,800,056
General Revenue:
Proparty Taxes 7,286,265 7,318,627 1,146,910 1,030,347 8,433,175 8,348,974
State-shared Revenue 4,455,173 4,530,553 0 o 4,455,173 4,630,663
Investmant Earnings 262,830 136,108 38,891 8,493 301,730 144,601
Franchlsa Fees 247,671 226,135 0 1] 247,671 226,135
Miscallaneous 412,371 340,779 0 [} 412,371 349,779
Healthcare Relmbursement 350,579 0 0 1] 360,679 0
Total Revenue $20,407.348  $19,340,002 $7,952,608 $7,220,502  $28,350,8656 _ $26,660,604

Frogram Expenses:

Genoral 2,482,817 2,077,544 0 0 2482817 2,977,644
Public Safely 8,080,128 8,615,235 0 0 8,080,128 9,815,236
Publlc Works 6,500,402 5,407,903 0 0 6,680,402 5,487,903
Recreation 911,289 1,058,335 0 0 911,268 1,068,335
Interest on Long-term Debt 222,682 297,011 o 0 222,682 207,011
Water and Sawer 4] 0 7,809,561 8,500,836 7,800,661 £,580,836
Total Program Expenses 18,287,298 19,446,028 7,809,561 8,590,836 26,085,860 28,036,864
Ghange in Net Assets $2,120,050 ($105,936) $142947 ($1,361,334)  $2262.607 _ ($1,4687,270)




CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

The Government-Wide Financial Statements — (Continued)

Government activities include the City’s General Fund and Major and Local Streets Funds and
other governmental funds. These funds account for all general governmental activities.

The City’s total governmental revenues increased $1,067,256 from $19,340,092 in FY 06 to
$20,407,348 in FY06. This amount represents a 5.5% increase and is due primarily to
increases in charges for services in FY06.

Business type activities are comprised of the Utility Fund. This fund accounts for the water and
sewage disposal services provided to the City of Inkster residents. The City of Inkster
purchases water from the City of Detroit Water System and the Wayne County Rouge Valley
Sewage Disposal System provides sewage treatment.

Charges to the City by Detroit for water and Wayne County for sewage treatment and disposal
along with the City’s operational and maintenance costs are reviewed annually to set the water
and sewer rates for the fiscal year. As a result, the water and sewer fund rates were changed
to reflect an increase of water rate from $1.54 to $1.68 per unit and the sewer rate from $3.37
to $3.65 per unit. The Utlllty Fund had an increase in net assets of $147,947 for the year ended
June 30, 20086.

Fund Financial Statements

The second sets of financial statements included in this report are the fund financial
statements, which are found on pages 13-14. These statements present a short-term view and
tell how city services were financed during the year as well as how much is available for future
spending. Fund financial statements also report the City's operations in more detail than the
government-wide financial statements by providing information about the City's most significant
funds. The City's funds are created to manage money earmarked for specific purposes as well
as to show accountability for certain activiies. The Fiduciary Funds statements provide
information about activities for which the City of Inkster, Michigan acts solely as a trustee or
agent for the benefit of others to whom the resources belong.

The major funds for fiscal year ending June 30, 2008 include the General Fund, Major Streets
Fund and Local Streets Fund. The General Fund accounts for most of the City’s general
governmental services including public safety, public works, recreation, library, and general
government. The Major and Local Streets Funds account for funds required by statute for use
on maintenance of major and local streets within the City.



CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

General Fund Budgetary Highlights

Before beginning the discussion on the General Fund budget, review the following table. This
table shows the prior year actual results, the original budget the amended budget the current
year actual results and the budget for next year.

FY05 FY06 FYQ6 FY06

AUDITED ORIGINAL AMENDED AUDITED
ACTUAL BUDGET BUDGET ACTUAL
Revenues:
Property Taxes $7,173,914 $7,519,500 $7,384,000 $7,284,703
l.icenses/Permits 239,780 272,300 281,600 419,507
Federal Grants 7.725 0 0 0
State Revenues/Grants 4,749,221 4,702,000 4,702,000 4,736,300
Charges for Services 1,702,619 1,829,400 1,853,630 1,946,279
Interest Earnings 57,145 80,000 80,000 175,843
Admin ChargesfOther 1,865,812 1,965,500 2,817,978 2,836,713
Total Revenues $15,896,218 _$16,368,700 _§17,119,208 _$17,396,835
Expenditures:
General Government $2,505,153 $2,598,490 $2,650,207 $2,572,9088
Public Safety 7,162,497 8,564,820 6,427,378 6,612,688
Public Works 2,720,440 3,031,226 2,884,957 2,805,592
Recreation/Library 793,750 763,426 654,401 668,385
Grant Expenditures ) 7,725 0 0 0
Mon-Departmental 3,621,487 3,411,800 3,004,125 4,228,582
Total Expenditures $16,811,062 $16,369,761  $16,521,0686 _$16,888,235
INCREASE (DECREASE) IN FUND BALANCE ($914,836) ($1,061) $598,140 $510,700

As shown, during FY06 the actual General Fund revenues were $17,398,935 and were
$510,700 over expenditures of $16,888,235. '

The original FY08 budget projected revenues at $16,368,700 and expenditures at $16,369,761.
The original budget projected a use of fund balance of $1,061.

The FY 06 budget was closely monitored throughout the year. Extensive reviews and budget
amendments were performed after each quarter. During the quarterly budget reviews, it was
determined that certain revenue line items would exceed the original projections. The budget
was amended to increase the projected revenues by $750,508, from $16,368,700 to
$17,119,208. The increase in budgeted revenues was mainly for state grants, ambulance fees
and court collections for tickets and fines.



CITY OF INKSTER, MICHIGAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

General Fund Budgetary Highlights — (Continued)

Also during these reviews, it became apparent that certain expenditures would be more than
originally projected. The budget for expenditures was increased by $151,307 from $186,369,761
to $16,521,068. Actual expenses incurred exceeded amended budget amounts by $367,167
per the budgetary comparison schedule on page 47. The majority of the actual expenditure
increase over budget was incurred in the areas of group heaith insurance, general liability
insurance settlements, refunding of special assessment charges on homes that were sold by
Wayne County and contractual service expenditures out of the department of public works.

Capital Asset and Debt Administration

As shown in the statement of net assets (see page 10) and detailed in Note 5, at the end of
fiscal year 2006 the City (excluding component units) had $46,892,444 (net of depreciation)
invested in capital assets. These assets include land and buildings, police and fire vehicles and
equipment, the City fleet, sidewalks, playgrounds, water and sewer lines, CSO basin and the
like. The debt related to the acquisition and construction of these assets at June 30, 2006 was
$21,454,680 with $2,393,963 of this debt due to be paid within the next year. A detailed listing
of all City debt can be found in Note 7.

During the year, the long-term debt of the City increased by $3,005,632. This was due primarily
to the issuance of $5,000,000 unlimited tax general obligation local street bonds.

In November 2002, the residents of the City of inkster, Michigan overwhelmingly voted for an
additional tax levy for debt service on $15,000,000 in bonds to be issued in three series over
the next 10 years for financing street improvements. The first series of bonds in the amount of
$5,000,000 were issued in March 2003. An assessment of the condition of all local streets
within the City was used to prioritize the streets to be resurfaced.. The improvement program
began in April 2003. There were no debt issues for local or major streets in FY 2004 or FY
2005. The second series of bonds in the amount of $5,000,000 was issued in FY 2006. The
local street improvements will continue over the next 10 years.

Economic Factors and Next Years Budget

The FY 07 budgeted revenues project a continued decrease in state shared revenues and a
small increase in property taxes at the inflation rate.

The goal of the 2007 budget is to continue to keep expenditures in line with the City’s limited
resources without the use of fund balance. It is also the goal of the City to purchase a new
municipal building for the municipality to house general fund operations and do this through the
use of Tax Increment Finance Authority tax captures and a debt issue.

Due to the tight budget situation that the City faces, all operating budgets are being reviewed
and adjusted on a bi-weekly basis in fiscal year 2007 to insure fiscal integrity of each operation.



CITY OF INKSTER, MICHIGAN
MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2006
(Continued)

Contacting the City’s Management

This financial report is intended to provide our citizens, taxpayers, customers and investors with
a general overview of the City’s finances and to show the City's accountability for the money it
receives.. If.you have questions about this report or need additional information, we welcome
you to contact the Clerk's office. ‘ : '



CITY OF INKSTER, MICHIGAN
" STATEMENT OF NET ASSETS (DEFICIT).

Assets:
Cash and Investments (Note 3)
Receivables - Net:
Customers
Taxes Receivables
Long-Term Receivable from TIFA (Note 4)
Other
Internal Balances {(Note 6)
Due from Component Units
Due from Other Governmental Units
Inventories
Deferred Bond Issuance Costs
Restricted Assets {Note 8)
Capital Assets - Net (Note 5)
Prepaid Pension

Total Assets

Liabilities:

Accounts Payable

Liahilities to be Paid from Restricted Assets:
Due to Primary Government

Accrued and Cther Liabilities

Deferred Revenue (Note 4)

Debt - Due within Cne Year (Note 7)

Other Noncurrent Liabilities - Due Within One Year

Noncurrent Liabilities:
Joint Venture Deficit (Note 11)
Estimated Worker's Compensation and

. Other Claims

Accrued Employee Benefits
Estimated Property Tax.Chargebacks
Debt - Due in More Than One Year (Note 7)

Total Liabilitles

Net Assets (Deficit):

Invested in Capital Assets - Net of Related Debt

Restricted: '
Local and Major-Streets
Drug Forfeiture
Capital Projects _
Environmental Protection Agency (Note 8)
Brownfield Authority Project

Unrestricted {Deficit)

- Total Net Assets (Deficit)

JUNE 30, 2006

Primary Government

Governmental Business-Type Component
Actlivities Activities Total Units

$3,060,7685 $6,087 $3,066,853 $1,831,013
0 3,363,466 3,363,466 0

106,535 0 106,535 0
1,197,047 0 1,197,047 0
459,811 0 459,811 23,461
154,623 (154,623) 0 0
103,366 0 103,366 0
2,651,174 0 2,651,174 0
11,005 188,993 199,998 0

0 246,325 246,325 0
4,914,818 1,339,524 6,254,342 0
18,018,254 28,874,190 46,892,444 0
17,887 0 17.887 0
30,695,288 33,863,962 64,559,248 1,854,474
2,236,856 600,039 2,844,804 241,661
0 0 0 103,366

797,677 231,690 1,029,367 0
.34,408 0 34,406 0
1,449,354 944,609 2,393,963 0
882,000 0 882,000 ]
157,807 0 157,807 0
2,285,981 0 2,285,981 0
997,974 0 997,974 0
222,382 0 _ 222 382 0

10,897,811 8,162,906 19,060,717 3,982,047 -

19,961,247 0,948,244 29,909,491 4,327,074
4615378 21,108,100 25,721,478 0
7,883,639 0 7,883,639 0
2,108 0 2,103 0

T 121,753 0 121,753 0
0 118,118 118,118 0
0 0 0 (265,836)
{1,888,834) 2,691,500 802,666 (2,206,764)
$10,734,039 $23,915,718 $34,649,757 ($2,472,600)

The notes fo financial statements are an integral part of this statement,

10



CITY OF INKSTER, MICHIGAN

Functions/Programs
Primary Government:
Governmental Activities:
General Government
Public Safety
Public Works
Recreation and Culture
Interest on Long-Terim Debt
Total Government Activities

Business - Type Acdfivities - Water and Sewer

Total Primary Government

Component Units:

Beech Daly Tax Increment Finance Authority

Brownfield Authority :
Downtown Development Authority

Total Component Units

JUNE 30, 2006

STATEMENT OF ACTIVITIES

Program Revenues

Charges

for Operating Grants Capital Grants
Expenses Services and Contributions _and Contributions
$2,482,817 $3,251,456 ~ $89,131 $0
8,080,128 140,426 976,860 0
6,590,402 0 2,893,273 0
911,269 41,304 0 0
222,682 0 0 0
18,287,298 3,433,186 3,959,264 0]
7,809,561 6,766,707 0 0
$26,006,859 $10,199,693 $3,959,264 %0
$804,959 $0 $6,680 $0
14,446 0 0 0
35,411 0 0 0
$854,816 $0 $6,680 $0

The notes to financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
STATEMENT OF ACTIVITES
JUNE 30, 2006
{Continued}

Net (Expense) Revenue and Charges in Net Assets
Primary Government '

Governmental - Business-Type )
Activities Activities Total Component Units
Functions/Programs :
Primary Government;
Governmental Activities:
General Government $857,770 $0 $857,770 $0
Public Safety (6,962,842) 0 (6,962,842) 0
Public Works (3,697,129) 0 - {3,697,129) 0
Recreation and Culture (869,965) 0 (869,965) 0
Interest on Long-Term Debf (222,682) 0 (222,682) 0
Total Government Activities ' (10,894,848} 0 (10,894,848) 0
Business - Type Activitieé - Water and Sewer ‘0 (1,042,854) {1,042,854) 0
Total Primary Government (%10,894,848) ($1,042,854) ($11,837,702) $0
Component Units: _ _
Beech Daly Tax Increment Finance Authority 0 0 0 (798,279)
Brownfield Authority 0 0 0 (14,448)
Downtown Development Authority 0 0 0 (35,411}
Total Component Units $0 $0 $0 ($848,136)
General Revenues: )
Property Taxes 7,286,265 1,146,910 8,433,175 875,264
State-Shared Revenues 4,455173 0 4,455,173 0
Unrestricted Investment Earnings 262,839 38,891 301,730 32,568
Franchise Fees 247,671 0 247,671 0
Miscellaneous 412,371 0 412,371 0
Healthcare Reimbursements 350,579 0 350,579 0
Total General Revenues 13,014,898 1,185,801 ' 14,200,699 907,832
Change In Net Assets 2,120,050 142,947 2,262,997 - 59,696
Net Assets (Deficit) - July 1, 2005 8,613,989 23,772,771 32,386,760 (2,532,298)
Net Assets (Deficit) - June 30, 2006 $10,734,038 $23,915,718 .$34,649,757 ($2,472,600)

The notes to financial staterments are an integral pa'n‘ of this statement.
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Assets

Cash And Investments
Receivables - Net:

Taxes Receivable

Long-Term Recelvable From TIFA

Other
Restricted Assets (Note 8}
Due From Other Funds
Due From Component Unit
Due From Other Governments
inventories

Total Assets
Liabilities And Fund Balances

- Liabilities
Accounts Payable
Accrued And Other Liabilities.
Due To Other Funds
Due to Component Units
Deferred Revenue

Total Liahilities

Fund Balances
Reserved:
Unspent Bond Proceeds in the
Local Streets Fund
Inventories
Unreserved, reported in General Fund --
Designated For Property Tax Chargebacks
Unreserved, Undesignated, Reported In:
General Fund :
Special Revenue Funds
Capital Projects Funds

Total Fund Balances

Total Liabilities And Fund Balances

CITY OF INKSTER, MICHIGAN

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2006

Non-Major

Amounts reported for Governmental Activities in the Statement of Net Assets are different because:

Capital Assets used in Governmental Activities are not financial resources and are not reported In the funds.

Accounts Racsivable from the Tax Increment Finance Authority will be collected over several years and
are nol available to pay for current year expenditures.

General employee pension plan liability not paid in the current period and not reported in the funds,

i Total
Major Streets Local Streets Governmental  Governmental

General Fund Fund Fund Funds Funds
128,403  $1,801,476 $542,251 $216,058 $2,688,188
106,535 _ 0 0 0 106,535
0 1,187,047 0 0 1,197,047
297,282 20,000 0 142,529 450,811
0 0 4,014,818 0 4,914,818
340,783 0 0 15,158 355,942
103,366 0 0 0 103,366
2,380,557. 189,821 80,796 0 2,661,174
817 0 0 0 817
$3,357,743 _ $3,208,344 _ $5 537,865 $373,746 _ $12,477,698
$1,480,953 $166,655 $534,579 514,165 $2,196,352
523,411 ’ 0 0 0 523,411
263,821 0 0 201,318 485,140
0 -0 0 0 0
0 1,217,047 0 34,408 1,251,453
2,268,185 1,383,702 534,579 249,890 4,438,356
0 0 4,014,818 o 4,914,818
817 0 0 0 817
334,382 0 0 0 334,382
764,359 ) 0 0 754,359
o 1,824,642 88,468 2,103 1,915,213
o 0 0 121,763 121,753
1 ,089,558 1,824,642 5,003,286 123,856 8,041,342

$3,357,743  _ $3,208,344 _ $5,637,865 $373,746

16,853,113
1,217,047
17,887
(16,398,144)

Long-Term Liabilities are not due and payable in the current peried and are not reported in the funds.

Internal Service Funds are included as part of governmental acfivities.

Net Assets of Governmental Activities

The notes to financial staterﬁents are an integral pait of this statement.
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‘CITY OF INKSTER, MICHIGAN

GOVERNMENTAL FUNDS

STATEMENT OF REVENUE, EXPENDITURES, AND

CHANGES IN FUND BALANCES

YEAR ENDED JUNE 30, 2008

Revenue )
Property Taxes
Licenses and Permils
Federal Grants
State Revenuas and Grants
Charges for Services
Interest
Administrative Charges and Other Revenue

Total Revenue

Expenditures

Current:
General Government
Public Safety
Highways, Streets, and Public Works
Grant Expenditures
Recreation and Culture
Non-Departmental

Debt Service

Total Expenditures
Excess of Revenue Over (Under) Expenditures
Other FInancing Sources (Uses)
Operating Transfers In
Operating Transfers Out
Proceeds from Bend lssuance
Total Other Financing Sources (Uses)
Net Change in Fund Balances
Fund Balances - July 1, 2005

Fund Balances - June 30, 2006

Non-Major Total
Malor Streets  Local Streets  Governmental Governmental

General Fund Fund Fund Funds Funds
$7,284,793 $0 $712,975 $1.472  $7,909,240
419,507 0 0 0 - 419,507
0 0 0 984,049 984,049
4,735,800 1,149,582 488,317 22,499 6,397,208
1,946,279 0 0 0 1,946,279
- 175,843 62,102 18,471 6,423 262,839
2,771,713 197,489 0 122,716 3,001,918
i 17,333,935 1,409,183 1,220,763 1,137,158 21,101,040
2,572,988 - 0 0. 0 - 2,572,988
6,612,688 0 0 186,102 6,798,780
2,805,592 1,507 466 2,282,945 0 6,506,003
0 0 0 1,006,547 1,008,547
668,385 0 0 0 668,385
4,228,582 0 0 17,680 4,246,262
0 283,384 585,366 0 868,750
16,888,235 - 1,790,850 2,868,311 1,210,328 22,757,728
445,700 (381,667) (1,647,548) {73,170) (1,656,685)
65,000 0 275,000 15,159 355,159
0 {275,000) 0 (15,159) (290,159)
0 0 5,000,000 0 5,000,000
65,000 (275,000) 5,275,000 0 5,085000
510,700 (656,667) 3,627 452 (73,170} 3,408,315
578,858 2,481,309 1,375,834 197,026 4,633,027
. $1,089,558 °  $1,824,642 $5,003,286 $123,856 $8,041,342

The notes to financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
GOVERNMENTAL FUNDS

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2006

Net Change In Fund Balances - Total Governmental Funds

Amounts Reported For Governmental Activities In The
Statement Of Activities Are Different Because:

Governmental Funds Report Capital Outlays As Expenditures,
In The Statement Of Activities, These Costs Are Allocated
Qver Their Estimated Useful Lives As Depreciation:

Capital Outlay
Deprsciation Expense

Bond Proceeds Reported as Long-Term Debt
Rather than Other Financing Sources

Repayment Of Bond Principal Is An Expenditure In The
Governmental Funds, But Not In The Statement Of Activities
(Where It Reduces:-Long-Term Debt) :

Decrease In Estimated Long-Term General Liability Claims

Decrease In Long-Term Accrued Employee Sick And Vacation Pay

Decrease In Property Tax Chargeback Accrual

Reimbursment From The TIFA For Debt Principal Payments

Decrease in Unfunded General Employee Pension Obligation

- Internal Service Funds Are Also Included As Governmental
Activities

Decrease In Accrued Liability for Police/Fire Pension
Decrease in Joint Venture Liability

Funds Received more than 60 Days after Year-End Recorded
as Deferred Revenue in Governmental Funds, Revenue

in Governmental Activities

Change In Net Assets Of Governmental Activities

$3,408,315

2,141,457
(1,076,892)

(5,000,000)

840,000
505,000
185,133
398,606
(108,750)

189,980

(102,952)
107,575

612,578

20,000

$2,120,050

The notes to financial slatements are an integ:?al part of this statement.
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CITY OF INKSTER, MICHIGAN
PROPRIETARY FUNDS

STATEMENT OF NET ASSETS

JUNE 30, 2006

Assets
Current Assets:
Cash and Cash Equivalents
Receivables - Net
Inventories
Deferred Bond Issuance Costs

Total Curr_ent Assets

Non-current Assets:
Restricted Assets
Capital Assets

Total Non-current Assets
Total Assets

Liabilities
Current Liabilities:
Accounts Payable
Accrued and Oiher Liabilities
Bonds and Deposits
Due to Other Funds
Current Portion of Long-Term Debt

Total Current Liabilities
Non-Current Liabillties - Long-Term Debt - Net of Current Portibn
Total Liabilities
Net Assets '
_ Investment in Capital Assets - Net of Related Debt
Restricted '

Unrestricted

Total Net Assets

Enterprise - -

Internal
Water and Service |

. Sewer Fund Funds
$6,087 $372,578
3,363,468 0
188,993 10,188
246,325 0
3,804,871 382,766
1,339,524 0
28,874,190 1,165,141
30,213,714 1,165,141
34,018,585 1,547,907
609,039 39,502
207,450 10,446
24,240 0
154,623 0
944,600 159,354
1,939,961 209,302
8,162,908 337,811
10,102,867 547,113
21,106,199 667,976
118,118 0
2,691,401 332,818
$23,915,718 $1,000,794

The notes to financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
PROPRIETARY FUNDS

STATEMENT OF REVENUE, EXPENSES, AND CHANGES IN NET ASSETS

YEAR ENDED JUNE 30, 2006

Operating Revenue
Water and Sewer User Charges
Other Charges for Services

Total Operating Revenue

Operating Expenses
Cost of Water
Cost of Sewage Disposal
Wages and Fringes
Operating Supplies
Equipment Rental
Contractual Services
Repairs and Maintenance
Insurance, Claims, and Other
Depreciation
Bad Debts
Non-Deparimental

Total Operating Expenses
Operating Income (Loss)
Non-Operating Revenue {(Expense)
Investment Income
Interest Expense
Property Taxes
Total Non-Operating Revenue (Expense)

Income (Loss) Before Operating Transfers

Operating Transfers [n
Operating Transfers Out

Total Operating Transfers
Change in Net Assets
Net Assets - July 1, 2005

"Net Assets - June 30, 2006

Internal
Enterprise - Service
Water and Funds - Garage
Sewer Fund " Fund
$5,896,850 $0
869,857 1,256,791
8,766,707 1,256,791
1,123,239 0
2,089,450 0
537,528 230,130
35,290 290,008
512,248 0
1,041,844 171,734
421,296 196,960
247,384 124,580
863,198 352,388
107,625 0
271,545 0
7,250,647 1,365,800
(483,940) (109,009)
38,891 13,563
(482,255) (19,155)
1,146,910 - 0
703,546 {5,602)
219,606 (114,611)
0 76,659
(76,659) {65,000)
(76,659) 11,659
142,947 {102,952)
23,772,771 1,103,746
$23,915,718

$1,000,794

The notés to financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS

YEAR ENDED JUNE 30, 2006
i Internal
Enterprise - Seivice -
Water and Funds - Garage
. Sewer Fund Fund
Cash Flows from Operating Activities _
Recelpts from Customers $6,233,328 . $5,714
Payments to Suppliers {6,013,805) (787,942)
Payments to Employees (537,5628) (230,130)
Internal Activity - Payments from (to) Other Funds - 0 1,256,322
Net Cash Provided by Operating Activities (318,105} 243,964
Cash Flows from Capital and Related Financing Activities
Proceads from Property Tax Levy Restricted for Debt Service 1,146,910 - ¢
Purchase of Capilal Assets (811,369) (76,659)
Principal and Interest Paid on Capital Debt (1,359,236) (296,619)
Operating Transfers {76,659) 11,659
Net Cash Used in Capital and Related Financing Activitles (1,100,354) (361,6819)
Cash Flows from [nvesting Activitles - interest on Investments 10,976 13,563
Net Increase (Decrease) in Cash and Cash Equivalents (1,407,483) (104,102)
Cash and Cash Equivalents - July 1, 2005 1,413,570 476,680
Cash and Cash Equivalents - Jung 30, 2008 $6,087 $372,678
Reconciliation of Operating Incoma (Loss) to Net Cash from Operating Activities
Operating Income {Loss) (483,040) (109,009)
Adjustments to Reconcile Operating Income {Loss) to Net Cash from Opsraling
Activities:
Depreciation and Amortization 863,198 352,368
Changes in Assets and Liabilities:
Receivables _ (533,379) 5714
Deferred Bond Issuance Costs 30,791 0
Accounts Payable and Accrued Liabilities {95,647) (4,660)
Restricted Assets (224,175) 0
Due to Cther Funds 125,047 (469)
Net Cash Provided by Operating Activities {$318,105) $243,064

Non-Cash Investing, Capltal, and Financing Activities - During the year ended June 30, 2006, the following non-cash

activities occurred:

The Enterprise Fund is involved in the Rouge River National Wet Weather Demonstration Project. This aclivity was
administered by Wayne County and Is recorded In the restricted assets hald at Wayne County as described in

Note 8. Interest of $27,915 was earned on monies held at the County.

The Enterprise Fund received $116 In interest earnings as described in Note 8 on the monises held at the County for the

North Huron Valley/Rouge Valley Sewer System improvements,

- The notes to financial statements are an integral part of this statement.



" CITY OF INKSTER, MICHIGAN
FIDUCIARY FUNDS
STATEMENT OF NET ASSETS

JUNE 30, 2006

' Assets
Cash and Cash Eguivalents
Investments:
Corporate Bonds -
U.S. Government Securities
U.S. Government Agency Securities
Comimon -and Preferred Stock
Pension Guarantee Contract Pooled Fund
Bank Investment Peols
Receivables - Accrued Interest and Other -
Due from other Funds

Total Assets

Liabilities
Bonds and Deposils
Due to Other Governmental Units

Total Liabillities

Net Assets - Held in Trust for Employee Pension Benefits

Pension and Other
Employee Benefit
Trust Funds

Agency Fund -
Escrow Fund

$2,279

1,783,309
394,637
7,161,086
17,366,207
7,574,223
871,637
84,397

$1,284,230
0
0
0
0
0
o
0
1

263,82

0

$35,237,675

$1,548,051

$1,515,514
32,537

$1,548,051

$35,237,675

The notes to financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
FIDUCIARY FUNDS
STATEMENT OF CHANGES IN NET ASSETS
YEAR ENDED JUNE 30, 2006

Pension and Other
Employee Benefit

Trust Funds
Additions
Investment Income: _
Interest and Dividends $1,079,790
Net Increase in Fair Value of Investments 1,643,634
Net Investment Income 2,623,424
Contributions:
Employer 640,491
Employee 390,352
Total Contributions 1,030,843
Total Additions 3,664,267
Deductions :
Benefit Payments 2,116,871
Refunds of Contributions 54,180
Administrative Expenses 262,408
Total Deductions 2,433,459
Net Increase 1,220,808
Net Assets - Held in Trust for Pension and Other Employee Benefits
July 1, 2005 ! 34,016,867
June 30, 2006

The notes fo financial statements are an integral part of this statement.
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CITY OF INKSTER, MICHIGAN
COMPONENT UNITS
STATEMENT OF NET ASSETS (DEFICIT)
JUNE 30, 2006

Beech Daly Tax

Economic Increment Brownfield Downtown
Development Flnance Redevelopment Development
Corporation Authority Authority Authority Total
Assets
Cash and Investments $1,288 $1,365,605 ) $225 $463,885 $1,831,013
Due from Primary Government 0 0 97 926 0 97,926
Accounts Recelvable 0 7,335 16,128 0 23,461
Total Assets ) ' 1,288 1,372,940 114,277 463,895 1,052,400
Liabilities '
Accounts Payable 0 51,2089 178,821 11,641 241,661
Due to Primary Government 0 0 201,292 0 201,292
Liabilities to be Paid from Restricted Assets: : .
Long-Term Debt 0 3,982,047 0 0 3,982,047
Total Liabilltles 0 4,033,346 380,113 11,541 4,425,000
Net Assets (Deficit) .
Restricted for Brownfield Project 0 0 (265,836) 0 (265,836)
_ Unrestricted (Deficit) . 1,288 (2,660,408) 0 452,354 (2,206,764) -
Total Net Assets (Deflcit) - $1,288 ($2,660,406) ($265,836) $452,354 ($2,472,600)

The noles lo financial statements are an Integral part of this statement.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Inkster, Michigan (the “City") conform to
accounting principles generally accepted in the United States of America (GAAP) as
applicable to governmental units. The following is a summary of the significant
accounting policies used by the City. :

Reporting Entity

The City is governed by an elected mayor and six-member council. The accompanying
financial statements present the City and its component units, entities for which the City
is considered to be financially accountable. Although blended component units are legal
separate entities, in substance, they are part of the City's operations. Each discretely
presented component unit is reported in a separate column in the government-wide
financial statements to emphasize that it is legally separate for the City (see discussion
below for description). '

The Inkster Building Authority is governed by a board that is appointed by the City
Council. Although it is legally separate from the City, it is reported as if it were part of
the primary government because its primary purpose is to finance and construct the
City's buildings. ,

The following component units are reported within the component units cofumn in the
combined financial statements. They are reported in a separate column to emphasize
that they are legally separate from the City.

a. The Economic Development Corporation was created to provide means and
methods for the encouragement and assistance of industrial and commercial
enterprises in relocating, purchasing, constructing, improving, or expanding within
the City so as to provide needed services and facilities of such enterprises to the
residents of the City. The Economic Development Corporation’s governing body,
which consists of 11 individuals, is selected by the City Council.

b. The Beech Daly Tax Increment Finance Authority (TIFA) was created to correct and
prevent deterioration in the TIFA district, encourage historical preservation, and to
promote economic growth within the district. The TIFA’s governing body, which
consists of 13 individuals, is selected by the City Council. ‘

c. The Downtown Development Authority (DDA} was created to correct and prevent
deterioration in the downtown district, encourage historical preservation, and to
promote economic growth within the downtown district. ~ The Downtown
Development Authority's governing body, which consists of nine individuals, is
selected by the City Council.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATENMENTS
YEAR ENDED JUNE 30, 2006
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

d. The Brownfield Redevelopment Authority was created to revert tax-reverted and
condemned properties as well as other properties into new residential housing. The
Brownfield Redevelopment Authority’s governing body, which consists of not less
than five individual, is selected by the City Council.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets (deficit) and
the statement of activities) report information on all of the nonfiduciary activities of the
primary government and its component units. For the most part, the effect of interfund
activity has been removed for these statements. Governmental activities, normally
supported by taxes and intergovernmental revenues, are reported separately from
business-type activities, which rely to a significant extent on fees and charges for
support. Likewise, the primary government is reported separately from certain legally
separate component units for which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include: (1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and (2)
grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly
included among program revenues are reported instead as general revenue.

Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and the maijor individual
Enterprise Fund are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financjal Statement Presentation

The government-wide financial statements are reported using the economic resources -
measurement focus and the accrual basis of accounting, as are the proprietary fund and
fiduciary fund financial statements. Revenue is recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2006
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenue
is recognized as soon as it is both measurable and available. Revenue is considered to
be available if it is collected within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose the City considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, expenditures relating to compensated
absences, and claims and judgments are recorded only when payment is due.

Revenues are recognized in the accounting period in which they become both
measurable and available to finance expenditures of the fiscal period. Major revenue
types for which receivables are recorded on the current accounting period’s balance
sheet include property taxes and state-shared revenue. All other revenue items are
considerad to be available only when cash is received by the City.

The City reports the following major governmental funds:

e« The General Fund is the City’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in
another fund. -

e The Major Streets Fund is a Special Revenue Fund that accounts for revenue
received from gasoline tax through the State of Michigan under ACT 51.
Expenditures of this fund include the maintenance of major streets, as well as
improvement of roadways and related financing expenditures.

e The Local Streets Fund is a Special Revenue Fund that accounts for revenue
received from gasoline tax through the State of Michigan under ACT 51.
Expenditures of this fund include the maintenance of local streets, as well as
improvement of roadways and related financing expenditures.

The City reports the following major proprietary fund.

« The Water and Sewer Fund is the City’s only proprietary fund. It accounts for the
activities of the water distribution system and sewage collection system.

Additionally, the City reports the following fund types:

e The Internal Service Fund is used to account for the financing of goods or services
provided by one department or agency to other departments or agencies of the
City, or to other governments, on a cost-reimbursement basis. The City's only
Internal Service Fund is the Garage Fund, which is used to account for the City's
vehicles and other machinery.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2006
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

¢ Special Revenue Funds account for the revenues and expenditures related to drug
enforcement and traffic immobilization activities and Community Development
Block Grant and other miscellaneous grant activity.

e The Debt Service Fund accounts for payments of principal, interest and other
related expenses in connection with building authority fong-term debt. Resources
of this fund are provided by a specific property tax levy.

e Capital Projects Funds accounts for the development and improvement of capital
facilities and sidewalks, other than those financed by the operations of the
proprietary fund.

e Pension Trust Funds account for the activities of the police and fire employees’
retirement system and general government employees’ retirement system, which
accumulate resources for pension benefit payments to qualified employees.

e The Agency Fund is used to account for assets held by the City as an agent for
individuals, organizations, other governments, or other funds. Agency Funds are
custodial in nature (assets equal liabilities) and do not involve the measurement of
results of operations.

Private sector standards of accounting issued prior to December 1, 1989 are generally
followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with the standards of the Governmental
Accounting Standards Board.

The effect of interfund activity has been eliminated from the government-wide financial
statements. Eliminations of these charges wouid distort the direct costs and program
revenues reported for the various functions concerned.

Amounts reported as program revenue include (1) charges to customers or applicants
for goods, services, or privileges provided, (2) operating grants and contributions, and
(3) capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenue rather than as program revenue. Likewise,
general revenue includes all taxes.

The proprietary fund distinguishes operating revenue and expenses from nonoperating
items. Operating revenue and expenses generally result from providing services in
connection with the proprietary fund’s principal ongoing operations. The principal
operating revenue of the City's proprietary fund relates to charges to customers for
sales and services,

26



1)

CITY OF INKSTER, MICHIGAN
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Water and Sewer Fund also recognizes the portion of tap fees intended to recover
current costs (e.g., labor and materials to hook up new customers) as operating
revenue. The portion intended to recover the cost of the infrastructure is recognized as
nonoperating revenue. Operating expenses for the proprietary fund include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All
revenue and expenses not meeting this definition are reported as nonoperating revenue
and expenses.

Property Tax Revenue

Property taxes are assessed on the taxable valuation of property as of the preceding
December 31. The related property taxes are billed on July 1 and December 1 of the
following year. Taxes are considered delinquent on March 1 and September 1 of the
following year, at which time penalties and interest are assessed. The City’s 2005 tax is
levied and collectible on July 1 and December 1, 2005, and is recognized as revenue in
the year ended June 30, 2006 when the proceeds of the levy are budgeted and
available for the financing of operations.

The 2005 taxable valuation of the City totaled $323,494,774 (a portion of which is
abated and a portion of which is captured by the TIFA and DDA), on which taxes levied
consisted of 17.8227 mills for operating purposes, 2.6733 mills for rubbish collection
services, and 6.8248 mills for debt service. This resulted in approximately $5.4 million
for operating, approximately $865,000 for rubbish collection services, and approximately
$2.2 million for debt service. These amounts are recognized in the General Fund,
Enterprise Fund, Local Streets (Special Revenue) Fund, and Debt Service Fund
financial statements as tax revenue.

Assets, Liabilities, and Net Assets or Equity

Cash Equivalents - Cash and cash equivalents include cash on hand, demand
deposits, and short-term investments with a maturity of three months or less when
acquired. '

Investments — Investments are recorded at fair value. Securities traded on a national
exchange are valued at the last reported sales price. Investments that do not have an
established market are reported at estimated fair value. See Note 3 for additional
investment information.

Receivables and Payables — In general, outstanding balances between funds are
reported as "due to/from other funds.” Activity between funds that is representative of
lending/borrowing arrangements outstanding at the end of the fiscal year is referred to
as “advances to/from other funds.”
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Receivables and Payables (Continued) — Any residual balances outstanding between
the governmental activites and the business-type activities are reported in the
government-wide financial statements as “internal balances.” All trade and property tax
receivables are shown net of allowance for uncollectible amounts. '

Allowance for Doubtful Accounts — All water and sewer and property tax receivables
are shown net of allowances for doubtful accounts, The allowance for uncollectible
water billings in the Utility Fund is $409,000 at June 30, 2006. The allowance for
uncollectible taxes in the General Fund is approximately $54,000 at June 30, 2008. -

Inventories — Inventories are valued at cost, on a first-in first-out basis. Inventories of
governmental funds are recorded as expenditures when consumed rather than when
purchased.

Restricted Assets — The revenue bonds of the Enterprise Fund require amounts to be
set aside for construction, debt service principal and interest, operations and
maintenance, and a bond reserve. These amounts have been classified as restricted
assets, as well as amounts on deposit at the County being held for the construction or
debt service of the City’s water and sewer system. The unspent bond proceeds in the
Local Streets Fund are required to be set aside for local street construction. These
amounts have been classified as restricted assets

Capital Assets — Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, sidewalks, and similar items), are reported in
the applicable governmental or business-type activities column in the government-wide
financial statements. Capital assets are defined by the City as assets with an initial
individual cost of more than $5,000 and an estimated useful life in excess of two years.
Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. -
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Buildings, equipment, and vehicles are depreciated using the straight-line method over
the following useful lives:

Roads and sidewalks 15 to 30 years
Water and sewer systems 50 to 75 years
Buildings and building improvements 40 to 50 years
Vehicles 3 to 10 years
Office furnishings 7 to 10 years
Other tools and equipments 7 to 10 years

In conjunction with the Carver Homes project (see Note 5), the City and the Brownfield
Redevelopment Authority have agreed to acquire, improve, and then sell to the
developer certain property in the City. Consistent with the lower-of-cost or market
valuation principle, the project expenditures incurred through June 30, 2006, which are
reported by the Brownfield Redevelopment Authority, have been expensed since it
anticipated that the future costs to acquire the property will exceed the future sales price
to the developer.

Compensated Absences (Vacation and Sick Leave)} — It is the City’s policy to permit
employees to accumulate earned but unused sick and vacation pay benefits. All
vacation pay is accrued when incurred in the government-wide proprietary, and fiduciary
fund financial statements. A liability for these amounts is reported in governmental
funds only for employee terminations as of year-end.

Property Tax Chargeback — The property tax chargebacks represent real property tax
collected from the County Tax Revolving Fund that is estimated to be uncollectible when
the related parcels are later sold in land sales. The balance at June 30, 2006 consists
of those amounts estimated to be charged back to the City in the years after June 30,

20086.

Long-term Obligations — In the government-wide fihancial statements and the
proprietary fund types in the fund financial statements, long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental activities,
business-type activities, or proprietary fund-type statement of net assets. Bond
premiums and discounts, as well as issuance costs, are generally deferred and
amortized over the life of the bonds using the effective interest method. Bonds payable
are reported net of the applicable recorded bond premium or discount.
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SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Long-term Obligations (Continued) — Recorded bond issuance costs are reported as
deferred charges and amortized over the term of the related debt. In the fund financial
statements, governmental fund types recognize recorded bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount
of debt issued is reported as other financing sources. Generally, premiums received on
debt issuances are reported as other financing sources while discounts are reported as
other financing uses. [ssuance cost are reported as debt service expenditures.

Fund Equity — In the fund financial statements, governmental funds report reservations
of fund balance for amounts that are not available for appropriation or are legally
restricted by outside parties for use for a specific purpose. Designations of fund
balance represent tentative management plans that are subject to change.

Use of Estimates — The preparation of financial statements in conformity with
accounting principles generally accepted the United State of America requires
management to make estimates and assumptions that affect reported amounts of
assets and liabilities at the date of the financial statements and the reported amounts of
revenue and expenses during the period. Actual results could differ from those
estimates.

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Construction Code Fees — The City oversees building construction, in accordance with
the State’s Construction Code Act, including inspection of building construction and
renovation to ensure compliance with the building codes. The City charges fees for
these services. The law requires that collection of these fees be used only for
construction code costs, including an allocation of estimated overhead costs. A
summary of current year activity and the cumulative shortfall generated since January 1,
2000 is as follows: :

Shortfall at July 1, 2005 $(138,808)
Current year building permit revenue 372,480
Related expenses:
Direct Cost $313,446
Estimated indirect costs 29,777
Total construction code expenses (343,223}
Cumulative shortfall at June 30, 2006 $(109,551)

Fund Deficit — The Beech Daly Tax Increment Finance Authority reported a negative
balance of unrestricted net assets at June 30, 2006. However, the modified accrual
unreserved fund balance of its General Fund is $1,321,641. Therefore, this is not
considered a fund deficit. The Brownfield Tax increment Finance Authority reported a
negative balance of unrestricted net assets at June 30, 2008. See Note 5 for further
discussion of the Brownfield Carver Homes Project.
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DEPOSITS AND INVESTMENTS

Michigan Compiled Laws, Section 129.91 (Public Act of 1943, as amended) authorizes
local governmental units to make deposits and invest in the accounts of federally
insured banks, credit unions, and savings and loan associations that have offices in
Michigan. The local unit is allowed to invest in bonds, securities, and other direct
obligations of the United States or any agency or instrumentality of the United States;
repurchase agreements; bankers’ acceptances of United States banks; commercial
paper rated within the two highest classifications, which matures not more than 270
days after the date of purchase; obligations of the State of Michigan or its political
subdivisions, which are rated as investment grade; and mutual funds composed of
investment vehicles that are legal for direct investment by local units of government in

Michigan.

The pension trust funds are also authorized by Michigan Public Act 314 of 1965, as
amended, to invest in certain reverse repurchase agreements, stocks, diversified
investment companies, annuity investment contracts, real estate leased to public
entities, mortgages, debt or equity of certain small businesses, certain state and local
government obligations, and certain other specified investment vehicles.

The City has designated two banks for the deposit of local unit funds. The investment
policy adopted by the City in accordance with Public Act 196 of 1997 has authorized
investment in bonds and securities of the United States government and bank accounts
and CDs for the City's funds. The City’s deposits and investment policy are in
accordance with statutory authority.

Custodial Credit Risk of Investments

Custodial credit risk is the risk that, in the event of a bank failure, the City’s deposit may
not be returned to it. The City does not have a policy for custodial credit risk. At year
end, the City had $11,103,848 of bank deposits (certificates of deposit, checking, and
saving accounts) that were uninsured and uncollateralized. The City believes that due
to the dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical
to insure all deposits. As a result, the City evaluates each financial institution with which
it deposits funds and assesses the level of risk of each institution; only those institutions
with an acceptable estimated risk level are used as depositories.
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DEPOSITS AND INVESTMENTS (Continued)

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a
rise in interest rates. The City's investment policy does not restrict investment
maturities, other than commercial paper which can only be purchased with a 270-day
maturity. At the end, the average maturities of investments are as follows:

Weighted

Average

Investment Fair Value Maturity
U.8. government or agency (pension) $7,555,697 4.78 years
Corporate bonds (pension) 1,783,307 2.43 years

Credit Risk

State law limits investments in commercial paper to the top two ratings issued by
nationally recognized statistical rating organizations. The City has no investment policy
that would further limit its investment choices. As of year end, the credit quality ratings
of debt securities (other than U.S. government) are as follows:

Rating
Investment Fair Value Rating QOrganization
Investment poois $8,445,760 None
Corporate bonds : 150,396 AAA S&P
407,854 AA S&P
388,314 AA- S&P
101,488 A+ S&P
363,476 A S&P
235,692 A- S&P
400,062~ — ~BBB+- — — ~ B&P~ -
46,227 B S&P
J.S, agencies not explicity . 7,555,722 AAA S&P

guarantsed by the U.S. government

Component Units

The cash and cash equivalents of the city component units consist of interests in the
City's shared bank accounts totaling $1,831,013 at June 30, 2008. The portion of these
balances covered by federal depository insurance is not known since the accounts are
shared with the City.
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RECEIVABLES AND RELATED DEFERRED REVENUE

Governmental funds report deferred revenue in connection with receivables for revenue
that is not considered to be available to liquidate liabilities of the current period.
Governmental funds also defer revenue recognition in conhection with resources that
have been received but not yet earned. At the end of the current fiscal year, the various
components of deferred revenue are as follows:

Unavailable Unearned
Receivable from component unit-TIFA $1,158,756 $0
Grants received prior to meeting all
eligibility requirements 20,000 34,406
Total $1,178,756 $34,406

*The City issued bonds on behalf of the TIFA, which are discussed in detail in Note 7.
The TIFA has committed to repay 75 percent of the bonds’ debt service, including past
payments made by the City, which were in excess of the TIFA's ability to repay at that
time. The City's Major Streets Fund has recorded this receivable at an amount equal to
the 75 percent of the bonds principal payments plus $38,297 for the past payments
made by the City. The interest portion of the bond payments will be recorded when
received. The TIFA’s current and future commitment to the repayment of these bonds is
limited to its ability to capture sufficient revenue.
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5) CAPITAL ASSETS

Capital asset activity of the City's governmental and business-type activities was as

follows:
Balance Addltlons Adjustments Disposals Balance
Gova_rnmenta| Actlvities: July 1, 2005 2006-08 2005-06 2005-06 June 30, 2006

Capital assets not being depreclated:

Land $307,185 $0 30 $0 $307,195
Capital assets belng depreciated:

Land Improvements 284,737 0 0 1] 284,737

Roads and sidewalks 13,135,710 2,091,673 0 1] 15,227,283

Buildings and improvemsnts 7,546,504 0 0 1] 7,546,504

Vehicles 4,507 676 76,680 0 o} 4,584,336

Furniture and equipment 4,158,872 49,883 0 1] 4,208,755

Subtotal 29,633,499 2,218,116 0 ] 31,851,615

Accumulated depraciation:

Land improvements 28,474 14,237 0 1] 42,711

Roads and sldewalk 3,107,384 517,380 0 1] 3,624,764

Buildings and improvements 4,197,610 187,438 0 o] 4,385 048

Vehicles 3,035,203 362,956 0 o] 3,398,159

Furniture and equipment - 2,342,805 347,269 0 1] 2,689,874

Subtotal 12,711,276 1,429,280 0 0 14,140,566

Net capilal assets being depreciated 16,922,223 788,836 0 1] 17,711,058
Net capltal assets $17,229,418 $788,836 §0 $0 $18,018,254
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B5) CAPITAL ASSETS (Continued)
Balance Additions Deletions Balance
Business-Type Activities: " July 1, 2006 2005-06 200506 June 30, 2006
Capital assets not being depreciated:
Land $2,745 $0 $0 $2,745
Construction in progress 26,455 542,362 0 568,817
Subtotal 29,200 542,362 0 571,562
Capital assets being depreciated:
Water and sewer dist. system 37,180,954 269,007 0 37,449,961
Buildings and building improvements 66,444 0 o 66,444
Office furnishings 4,348 0 0 4,348
Other tools and equipment 22 676 0 0 22 676
Subtotal 37,274,422 269,007 1] 37,543,429
Accumulated depreciation:
Walter and sewer dist. system 8,284,135 863,198 0 9,147,333
Buildings and building improvements 66,444 0 0 66,444
Office furnishings 4,348 0 0 4,348
Other toals and equipment - 22,676 0 0] 22,676
Subtotal 8,377,603 863,198 0 9,240,801
Net capital assets being depreciated 28,896,819 {594,191) 0 28,302,628
Net capital assets $28,926,019 {$51,829) $0 $28,874,120
Depreciation expense was charged to programs of the primary government as follows:
Governmental Activities
General government 155,981
Public safety 253,610
Public works 43,131
Culture and recreation 106,790
Road infrastructure 517,380
Internal service funds depreciation charged to various
functions based on their usage of the assets 352,388
Total governmental activities $1,429,280
Business-type activities - Water and sewer ' $863,807
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CAPITAL ASSETS (Continued)

Construction Commitments — The City has active road construction projects at year-
end related to the 2003 and 2006 local road bond issues. At year-end, the City's
construction commitments approximated $2,708,000. '

The City of Inkster, Michigan in conjunction with the City of Inkster Brownfield
Redevelopment Authority, has entered into an agreement with a development company
and its affiliate to redevelop the Carver Homes area of the City. Under the agreement,
the City will acquire, improve, and then sell the project real estate to the developer. The
City issued bonds for $2,000,000 during the fiscal year 2003/04 and transferred the
proceeds to the Brownfield Redevelopment Authority to be used for preliminary
engineering and administrative costs as well as property acquisition and demolition
expenditures. The City has reprogrammed future grant funds to pay for the majority of
the debt service costs of this issue. The City is also relying on current and future grant
monies to fund the related relocation costs.

It is intended that in fiscal year 2006/07 that the Carver Homes area redevelopment
project will be amended to split the project into three phases (PH1A, PH1B and PH2)
subject to the developer meeting two conditions before construction. The first condition
requires the developer to provide the City a notice to proceed with construction on one
hundred and eight (108) homes in the development area. The second condition
requires the developer to provide evidence to the City that the developer can guarantee
payment of a future $4,155,000 City debt issue for the infrastructure cost of this
development. The City has received the notice to proceed and the guarantee.

Phase 1A requires that the developer build seventeen (17) homes on Annapolis Avenue
in fiscal year 2006/07. The developer will pay for the infrastructure for the seventeen
(17) homes. In exchange, the City will sell the land where the seventeen (17) homes will
be located for one dollar ($1.00). Phase 1B requires that the developer build ninety-one
(91) more homes in the development area. This work is also anticipated to begin in the
fiscal year 2006/07.

From the proceeds the City will reimburse the developer for infrastructure costs on the
first seventeen (17) homes built and pay for the cost of the infrastructure for the
remaining ninety-one (81) homes. Once the debt is sold for the entire project and the
developer is reimbursed for infrastructure costs in Phase 1A, the developer will pay
$2,000 per lot to the City for all lots developed in the development area. The bond issue
was closed on November 8, 20086.

it is intended that debt service costs from the proposed $4,155,000 debt issue will be
paid from tax captures from the City Brownfield development area. The bond issuance

was closed on November 8, 20086.

- Commitment — During the yéar ended June 30, 1992, the City negotiated an agreement

with the Michigan Department of Natural Resources to ensure compliance with the
Clean Water Act. This agreement requires the construction of retention basins and/or
the construction of separate sanitary and storm sewer lines to be completed to two
phases. Phase one of the project was substantially complete .at June 30, 2003 and
phase two Western Out Falls design work was started in 2006. The construction for
Woestern Out Falls and design and construction for Eastern Out Falls is expected to be
completed by 2013. The estimated cost of phase two is $54,000,000.
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6)

INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

Fund Due to Fund Due frem Amount
General Fund Nonmajor Governmental Funds $186,160
Water and Sewer Fund 164,623
Total General Fund 340,783
Escrow General Fund ) 263,821
Nonmajor Governmental Funds " Nonmajor Governmental Funds 15,1569
TRANSFERS
From To Amount
Internal Service Fund General Fund - $65,000
Major Streets Fund Local Streets Fund 275,000
Capital Improvement Fund Drug Forfeiture Fund 44,000
Capital Improvement Fund Grants Fund 15,159
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7) LONG-TERM DEBT

The following is a ‘summary of the primary government debt of the City outstanding as of
June 30, 2006: _ " . _

Intarast .
Rate Balance Balance Due Within

Ranges July 1, 2008 Additions Reductions June 30, 2006  One Year

Governmental Activitles
General obligation honds
(for road and other construction):
Act 175 Motor Vehicle Bond, Series 1891

Amount of Issue - $60,000 6.30% ~
Maturing through 11/2006 6.60% . $130,000 30 ($65,000) $65,000 $65,000
Act 175 Motor Vehicla Bond, 2001 Series
Refunding bonds
Amount of Issues - 1,780,000 2.00% - :
Maturing through 8/2014  4.625% 1,680,000 - 0 (145,000} 1,546,000 145,000

General Obligation, Unlimited Tax 2003 Series
Local road bonds

Amount of Issues - $5,000,000 2.5% -

Maturing through 3/2013 3.625% 4,070,000 4] (460,000} 3,610,000 470,000
2003 Capital improvement Bonds

Amount of Issues - $2,000,000 2.5% - - :

Maturing through 11/2043 5.125% 4,800,000 0 (170,000) 1,630,000 175,000

Unlimited Tax General Obligation
Local street bonds, serles 2006

Amount of [3sue - $5,000,000 4.0% -
Maturing through 3/1/2016 ) 4.250% 0 5,000,000 0 5,000,000 435,000
" Total bond-obligations 7,690,000 §,000,000 (840,000) 11,850,000 1,280,000

Other long-term obllgations

Vactor Truck purchase

Amount of Issus - $259,580 . .

Maturing through 8/2005 4.98% 52,634 a (52,634) o] -0
Sweeper purchase

Amount of [ssua - $147,500

Maturing through 6/30/2008 4.08% 115,581 1] (27,158) 88,402 28,282
Police Cars purchase

Amount of |ssue - $127,487

Maturing threugh 7/15/2005 3.20% 63,002 1] (63,002) [¢] 1]
Bucket Truck purchasse :

Amount of Issue - $04,500

Maturing through 7/15/2005 3.94% 74,503 0 {19,003) 55,500 17,782
Fire Truck & Ambulance purchase

Amount of |ssue - $558,852

Maturing through 7/2008 3.8% 468,852 1] (115,589) 353,263 113,200
Total other long-ferm obligations 774,552 0 (277,386) 497,185 159,354
Total Governmental Actlvitles ) $8,464,552 $5,000,000 ($1,117,386)  $12,347,165 $1,448,354
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7)  LONG-TERM DEBT (Continued)

Interest Rate Balance

Balance
June 30,
2006

Dua Within
Ona Year

Ranges July 1, 2006 Additlons Reductions

Businsss-type Activitios
Wayne County Contracts {for construetion of
system Improvements):
Wayne County Sewagse Disposal System, 1994
North Huron Valley System
Amount of Issus - $558,516 5.6% -
Maturing through 5/2008 - Net of $10,304
of deferred charges at June 30, 2006 6.00% $190,380 80 ($43,190)
Wayne County Sewage Disposal System, 1999
CS0 Basin Serles B8 Refunding Bonds
Amount of Issue - $2,730,000 3.76% -
Maturing through 11/2015 - Net of $98,002
of deferred charges at June 30, 2006 4.80% 2,408,736 0 (172,637}
Wayne County Sewage Disposal Systam, 1999
CSO Basln Series C Refunding Bonds
Amount of Issue - $6,390,000 3.76% -
Maturing through 11/2015 - Net of $230,773
of deferred charges at June 30, 2006 4,80% 5,615,380 ) 0 {426,154)
1984 State Revolving Fund Loan
Amount of lssue - $2,590,000
Maturing through 4/2016 2.00% 1,660,000 0 (125,000}

Utllity Sysferns Revenues Bonds (for system
Improvements) - 2003 Revenue Refundlng Bonds
Amount of |ssue - $435,000 2,00% -
Maturing through 8/2006 2.30% 220,000 0 {110,000}

$147,190

" 2,236,080

5,189,226

1,425,000

110,000

$49,608

190,000

465,000

130,000

110,000

Total business-type actlvitles $9,084, 496 $0 ($876,981)

$9,107,515

$044,609

** A portion of these bonds was defeased during the year ended June 30, 2003,
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7) LONG-TERM DEBT (Contihued)

Interest . Balance
Rata Balance - June 30, Due Within
Ranges July 1, 2005 Additlons Reductions 2006 One Year
Component Units
Beech Daly Tax Increment Finance Authority - Road
Improvement
2001 Series Bonds*
Amount of Issue - $1,656,000  2.00%
Maturing through 11/2019 5.00% $1,695,000 $0 ($110,000)  $1,485,000 $110,000
Beech Daly Tax Increment Finance Authority -
City Facllities Project
Series 2006
Amount of Issue - $1,300,000 4.6% -
Maluring through 11/1/2025 5.0% 0 1,300,000 ] 1,300,000 30,000
Due to the City of Inkster**
75% of City of Inkster 2001 Serles Act 176
Motor Vehicle Highway Refunding Bonds
QOriginal amount of obligation - $1,335,000
(76% of $1,780,000) 2,00% -
Maturing through 872014 ) 4.625% 1,267,600 0 {108,750) 1,158,750 108,760
Reimbursement obligation - Historical portion -
Payable when funds are avallable 38,297 0 0 38,207 0
Tofal business-type activities : $2,900,797 $1,300,000 {$218,760)  $3,082,047 $248,750

Under certain circumstances, the issuance of future Enterprise fund bonds is restricted unless
“net revenues” meets minimum bond reguirements.

The city has pledged its full faith and credit for the bond obligation of the Beech Daly Tax
Increment Finance Authority, a component unit.

The City anticipates that 75 percent of the debt service requirement for two of the Act 175
Motor Vehicle Highway bonds (with an outstanding balance of $1,158,750 at June 30, 2006) will
ultimately be provided by the Tax Increment Finance Authority (TIFA), a component unit. It is
also anticipated that the TIFA will eventually repay the City $38,297, representing the net
unreimbursed installment payments made by the City through June 30, 2006 related to these
obligations.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2006
(Continued)

LONG-TERM DEBT (Continued)

The TIFA’s payment of the above described obligations is limited to the amount of TIFA
revenue legally available and in excess of the amounts which are required to pay the
debt service of the outstanding TIFA bonds, if any. Historically, annual TIFA revenue
has, in varying amounts, exceeded the total annual debt service payments for the
outstanding TIFA bonds. -

Annual debt service requirements to maturity for the above governmental, business
type, and component unit bonds and note obligations are as follows:

Governmental Activitias Business-Type Activilies Component Units
Principal Interest Total Principal Interest Total Princlpal Interest Total
2007  $1,440,354 $413,507 $1,862,861 $944.609 $373,187 $1,317,796 $248,750 $166,668 5415318
2008 1,435,640 416,046 1,851,686 831,085 338,987 1,170,072 263,750 162,109 425,859
2009 1477,171 364,869 1,842,040 862,513 304,084 1,166,597 263,750 151,540 415,290
2010 1,340,000 310,132 1,660,132 848,704 287,021 1,115,815 288,750 140,223 408,973
2011 1,185,000 219,302 1,404,302 833,791 231,741 1,065,632 - 288,750 166,685 435,435
2012-2018 5,460,000 462,277 5,922 277 4,786,723 563,408 5,360,129 1,270,000 493,156 1,763,158
2017-2021 0 0 ¢} 0 0 0 948,297 193,659 1,141,956
2022-2026 0 0 0 0 -0 0 450,000 38,800 488,800

$12,347,165 $2,186,133 $14,533,2958 $9,107,516 $2,078,426 _$11,185041 _$3,982,047 _$1,612,740 _$5494,787

"Defeased Debt — In prior years, .the City defeased certain bonds by placing the
proceeds of new bonds in irrevocable trusts to provide for all future debt service
payments on the old bonds. Accordingly, the trust accounts’ assets and liabilities for the
defeased bonds are not included in the basic financial statements. At June 30, 2006,
$8,760,000 of bonds outstanding are considered defeased.

In prior years, the TIFA defeased certain bonds by placing the proceeds of new bonds in

-an irrevocable trust to provide for all future debt service payments on the old bonds.
Accordingly, the trust accounts’ assets and liabilities for the defeased bonds are not
included in the basic financial statements. At June 30, 2008, $1,370,000 of bonds
outstanding are considered defeased.
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(Continued)

RESTRICTED ASSETS

Governmental Activities — The $4,014,818 of restricted assets at June 30, 2006 are
unspent cash proceeds from the 2006 General Obligation Bonds restricted for local road
construction.

Business — type Activities — Restficted assets at June 30, 2006 consist of assets held at
Wayne County restricted for the following purposes:

City's portion of Rouge River National VWet Weather

Demonstration Basin construction $964,402
City's portion of North Huron Valley/Rouge Valley sewer

System-Combined Sewer Overﬂow Basin:

Construction 20,231
Equipment replacement - 354,891

Total restricted assets _ $1,339,524

The above assets result from the issuance of debt; therefore, net assets have not been
restricted. Net assets of $118,118 have been restricted, however, pursuant to an
Environmental Protection Agency (EPA) requirement for certain required construction
not related to the matfers Ilsted above. No specific assets have been restricted to this
EPA- mandated reserve.

RISK MANAGEMENT

The Clty is exposed to various risks of loss related to property loss, torts, errors and
omission, and employee injuries (workers’ compensation), as well as medical benefits
provided to employees. The City has purchased commercial insurance for all claims
expect workers' compensation. In addition, the City retains risk for general liability
claims, as a result of significant deductible levels. Settled claims relating to the
commercial insurance have not exceeded the amount of insurance coverage in any of
the past three fiscal years.

The City is uninsured for workers’ compensation claims outside of certainllimits The
City has purchased insurance for specific occurrences in excess of $300 000 and
oocurrmg within the insurance policy periods.
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CITY OF INKSTER, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2006
(Continued)

RISK MANAGEMENT (Continued)

The City estimates the liability for workers' compensation claims and general liability
deductibles that have been incurred through the end of the fiscal year, including both
those claims that have been reported as well as those that have not yet been reported.
Changes in the estimated liability for the years ended June 30 are as follows: :

7 2006 2005
Estimated Liability - Beginning of year $3,290,981 $3,779,058
Estimated claims incurred, including changes in :

estimates - Net 940,283 1,692,132
Claim payments (1,445,283) (2,080,209)
Estimated liability - End of year $2,785,881 $3,290,981

CONTINGENCIES

The City is a defendant in several lawsuits and asserted claims, including one class
action lawsuit, While an estimate of the liability, net of available insurance coverage,
related to these matters has been recorded, management and legal counsel believe the
City's ultimate exposure with respect to these actions is not currently determinable.
Hence, it is reasonably possible that the ultimate costs, if any, related to the resolution
of these matters could differ materially from the amounts provided.

JOINT VENTURES

The City is a member of the Nankin Transit Commission, which provides transportation
services to residents of Garden City, Westland, Canton, Wayne, and Inkster. The
participating communities provide annual funding for its operations. During the current
year, the City contributed $34,000 for its operations. The City has no material equity
interest in the Nankin Transit Commission at June 30, 2006. The City is unaware of any
circumstances that would cause an additional benefit or burden to the participating
governments in the near future. Complete financial statements for the Nankin Transit
Commission can be obtained from the administrative offices at 37137 Marquette,
Westland, Michigan 48185. _
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JOINT VENTURES (Continued)

The City is also a member of the Central Wayne County Sanltatlon Authority (the

~ “Authority”). The City appoints one member to the joint venture's governing board, which

approves the annual budget. The debt of the joint venture is being financed by
operations and member millage. The City contributed approximately $562,000 for
sanitation costs passed through the Authority. The Authority has ceased operations and
the partnership under contract to operate the facility is in the process of declaring
bankruptcy. The City has recorded a long-term liability related to the negative net asset
position of the Authority of $157,807 in the government-wide statement of net assets.

Complete financial statements for the Authority can be obtained from the admmistratwe
offices at 4901 South Inkster Road, Dearborn Heights, Michigan 48125.

DEFINED BENEFIT PENSION PLAN

Plan Descriptions

The City contributes to the Police and Fire Retirement System and to the General
Employee Retirement System, which are administrators of single-employer public
employees’ retirement systems that generally cover all full-time police and fire
employees and general employees of the City, respectively.” The systems provide
retirement, disability, and death benefits to plan members and their beneficiaries.

Police and Fire Retirement System

At July 1, 2008, the date of the most recent actuarial valuation, membership consisted of
54 retirees and beneficiaries currently receiving benefits and terminated employees
entitled to benefits but not yet receiving them, and 77 current active employees. The
plan does not issue a separate financial report.

Contributions- Plan member contributions are recognized in the period in which the
contributions are due. Employer contributions to the plan are recognized when due and
the employer has made a formai commitment to provide the contributions. Benefits and
refunds are recognized when due and payable in accordance with the terms of the' plan.
Please refer to Note 1 for further significant accounting policies.

The obligation to contribute to and maintain the system for these employees was
established by negotiation with the City’s competitive bargaining units and requires a
contribution from the employees of 6 percent of wages. The funding policy provides for
periodic employer contributions at actuarially determined rates. Administrative costs of
the plan are financed through investment earnings.
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DEFINED BENEFIT PENSION PLAN (Con'tinued)

Annual Pension Cost — For the year ended June 30, 2006, the City's annual pension
cost of $121,130 for the plan was equal to the City's required and actual contribution.
The annual required contribution was determined as part of an actuarial valuation at July
1, 2006 using the individual entry age actuarial cost method. Significant actuarial
assumptions used include (a) a 8.00 percent investment rate of return, (b) projected
salary increases of 4 percent. per year, and (c) no cost of living adjustments. Both (a)
and (b) include an inflation component of 4 percent. The actuarial value of assets was
determined based on a five-year smoothed market. The unfunded actuarial liability is
being amortized as a level percentage of payroll on an open basis. The remaining
amortization period is 30 years.

The three-year trend information for the plan is as follows:

Fiscal Year Ended December 31

2008 2005 2004
Police and Fire Retirement System
Annual pension cost (APC) $121,130 $485,107 $451,695
Percentage of APC contributed 100% 100% 100%
Net pension obligation %0 $0 $0

General Emplovee’s Retirement System

At July 1, 2006, the date of the most recent actuarial valuation, membership consisted of
48 retirees and beneficiaries currently receiving benefits and terminated employees
entitled to benefits but not yet receiving them, and 65 current active employees. The
plan does not issue a separate financial report ) :

Contributions — Plan members’ contributions are recognized in the period in which the
contributions are due. Employer contributions to the plan are recognized when due and
the employer has made a formal commitment to provide the contributions. Benefits and
refunds are recognized when due and payable in accordance with the terms of the plan.
Please refer to Note 1 for further significant accounting policies.

The obligation to contribute to and maintain the system for these employees was
established by negotiation with the City's competitive bargaining units and requires a
contribution from the employees of 5 percent of wages. The funding policy provides for
periodic employer contributions at actuarially determined rates. Administrative costs of
the plan are financed through investment earnings.
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DEFINED BENEFIT PENSION PLAN (Continued)

Annual Pension Cost — For the year ended June 30, 2008, the .City's actuarially
determined contribution for the plan was $329,381. The City actually contributed and

- expensed $519,561 for its current year contribution. The difference between the

required and actual contribution has been recorded as a prepaid asset in the
government-wide statement of net assets. The annual reqwred contribution was
determined as part of an actuarial valuation at July 1, 2008 using the aggregate

~actuarial cost method. Signification actuarial assumptlons used include (a) a 7.0

percent investment rate of return, (b) projected salary increases of 4 percent per year,
and (¢) no cost of living adjustments. Both (a) and (b) include .an inflation component of
3 percent. The actuarial value of assets was based on stated contract value for funds
invested in the general accounts of an insurance company and market value for funds
invested in insurance company separate accounts.

The three-year trend information for the plan is as follows:

Fiscal Year Ended December 31

2006 2005 2004
General Employees' Retirement System:;
Annual pension cost (APC) $329,381 $454,487 $320,779
Percentage of APC contributed 168% 87% 96%
Net pension obligation _ $0 $58,247 $11,594

POST-EMPLOYMENT BENEFITS

The City provides health care benefits to all full time employees upon retirement, in
accordance with labor contracts. There were fifty-seven retirees at June 30, 2008. The
City includes pre-Medicare retirees and their dependents in its insured health care plan,
with a 50 percent contribution required by the participant. The City purchases Medicare
supplemental insurance for retirees eligible for Medicare. Expenditures for post-
employment health care benefits are recognized as the insurance premlums become
due and totaled approximately $491,000 during the year.

The Governmental Accounting Standards Board has recently released Statement
Number 45, Accounting and Reporting by Employers for Post- employment Benefits
Other Than Pensions. The new pronouncement provides guidance for local units of
government in recognizing the cost of retiree health care, as well as any “other” post-
employment benefits (other than pensions). The new rules will cause the government -
wide financial statements to recognize the cost of providing retiree health care coverage
over the working life of the employee, rather than at the time the health care premiums
are paid. The new pronouncement is effective for the year ending June 30, 2009. '
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CITY OF INKSTER, MICHIGAN
REQUIRED SUPPLEMENTAL INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
YEAR ENDED JUNE 30, 2006

Variance with

Qriginal Amended ) Amended
Budget Budget Actual Budget
Revenue
Property Taxes $7,519,500 $7,384,000 $7,284,793 ($99,207)
Licenses and Permits 272,300 281,600 419,507 137,907
Federal Grants 0 0 0 1]
State-Shared Revenues and Grants 4,702,000. 4,702,000 4,735,800 33,800
Charges for Services 1,829,400 1,853,630 1,946,279 92,649
Interest 80,0000 ~ 80,000 175,843 95,843
Administrative Charges and Other Revenue 1,9685500 2,817,978 2,771,713 {46,265)
Total Revenus 16,368,700 17,119,208 17,333,935 214,727
Expenditures . ’
General Government - 2,698,490 2,650,207 2,572,988 77,219
Public Safety 6,664,820 6,427,378 6,612,688 (185,310)
Highways, Streets, and Public Works 3,031,225 2,884,957 2,806,592 79,365
Grant Expenditures 0 0 0 0
Cultural and Recreation 763,426 654,401 668,385 (13,984)
Nondepartmental 3,411,800 ~ 3,904,125 4,228,582 {324,457)
Total Expenditures | 16,369,761 16,521,068 16,888235 _  (367,167)
Excess of Revenue Over (Under} Expenditures (1,061) 598,140 448,700 (1562,440)
Other Financing Sources (Uses) :
Operating Transfers In 0 0 65,000 65,000
Total Gther Financing Sources 0 0 65,000 65,000
Net Change in Fund Balance . (1,061) 598,'140 _ 510,700 (87,440}
Fund Balances - July 1, 2005 578,858 578,858 578,858 0
Fund Balances - June 30, 2006 $577,797 $1,176,998  $1,089,558 ($87,440)
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CITY OF INKSTER, MICHIGAN
REQUIRED SUPPLEMENTAL INFORMATION

YEAR ENDED JUNE 30, 2006

BUDGETARY COMPARISON SCHEDULE - MAJOR STREETS FUND

Variance with

Revenue
State-Shared Revenues and Grants
Charges for Services
Interest
Total Revenue
Expenditures
Highways, Sfrests, and Public Works
Debt Service
Transfer to Other Fund
Total Expenditures

Excess of Revenue Over {Under} Ekpendltures

Fund Balances - July 1, 2005

Fund Balances - June 30, 2006

Original Amended Amended
Budget Budget Actual Budget
$1,139,000  $1,139,000 $1,149,592 $10,592

197,284 197,284 197,489 205
20,000 20,000 62,102 42 102
1,366,284 1,356,284 1,409,183 52,899
2,008,470 2,126,238 1,507,466 618,772
284,246 284,246 283,384 862
275,000 275,000 275,000 0
2 567,716 2685484 2,065,850 619,634
{1,211,432) (1,329,200) (656,667} | $872,533
2,481,309  2481,308 . 2481,300

$1,260,877 $1,152,108  $1,824,642
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CITY OF INKSTER, MICHIGAN .
REQUIRED SUPPLEMENTAL INFORMATION
BUDGETARY COMPARISON SCHEDULE = LOCAL STREETS FUND
YEAR ENDED JUNE 30, 2006

Revenue
State-shared Revenues and Grants
Charges for Services
Interest
" Transfer from Other Funds
Bond Proceeds

Total Revenue
Expenditures
Highways, Streets, and Public Works
Debt Service - '
Total Expenditures
Excess of Revenue Over (Under) Expenditures

Fund Balances - July 1, 2006

Fund Balances - June 30, 2006

Variance with

Qriginal Amended Amended
Budget Budget Actual . Budget
$513,000 $513,000- $712,975 $199,975
725,000 725,000 489,317 (235,683)
30,000 30,000 18,471 (11,529)
275,000 275,000 275,000 0
5,000,000 5,000,000 5,000,000 0
5,643,000 6,543,000 8,405,763 (47,237)
5,355,006 5,377,645 2,282,945 3,004,600
700,183 700,183 585,366 114,817
6,055,189 _ 8,077,728 2,868,311 3,209,417
487,811 465272 3,627,452 $3,162,180
1,375,834 1,375,834 1,375,834
$1,863.645 $1,841,106 _ $5,003,286
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REQUIRED SUPPLEMENTAL INFORMATION

CITY OF INKSTER, MICHIGAN

PENSION SYSTEM SCHEDULES OF FUNDING PROGRESS

JUNE 3¢, 2006

* A valuation was not done for the years indicated.

=+ Af July 1, 2008, the valuation disclosed the present value of vested benefits as appproximating $9,083,000.

Actuarial
: Actuarial . Accrued . OAALasa
Actuarial Value of Liability - Over-Funded Funded Ratio Covered Percentage of
Valuation © Assels {AAL) AAL (OAAL) (Percent) Payrolt Covered
Date - (a) {h) {a-b) (a/b) (¢) Payroll

General Employees' Retlrement System

711/99* E

7M/00 $7,393,000 $7,393,000 $0 100.0 $1,838,000 0.0

7M1 '

711102 7,062,000 7,062,000 0 100.0 1,949,000 0.0

711/03* '

711704 7,177,000 7,177,000 0 100.,0 1,884,000 0.0

7/1/06*

7/1/06 7,961,000 . *** 7,991,000 0 100.0 2,134,232 0.0

Palice and Fire Retlrement System ’

711/99 24,559,000 20,047,000 4,512,000 1225 3,456,000 130.6

7/1/00 - 26,426,000 22,448,000 3,978,000 117.7 3,805,000 104.5

711101 27,862,000 24,224,000 3,638,000 116.0 4,447,000 81.8

7i1/02 28,489,000 24,758,000 3,731,000 115.0 . 4,235,000 88.1

7/1/03 28,125,000 25,884,000 2,241,000 108.7 3,842,000 58.3
71704 27,624,000 26,981,000 643,000 100,2 4,687,000 13,7

7/1/05 27,465,000 25,168,000 2,297,000 109.1 4,639,000 49.5

71106 27,480,000 26,195,000 - 1,265,000 104.8 4,539,000 27.8

In prior valuations, the present value of vested benefits approximated the actual value of assets at the co_rrespondir_lg date.

50



CITY OF INKSTER, MICHIGAN

REQUIRED SUPPLEMENTAL INFORMATION

PENSION SYSTEMS SCHEDULES OF EMPLOYER CONTRIBUTIONS

JUNE 30, 2006

The schadule of funding progress Is as follows:

Geaneral Emplovees' Retirement System

Fisca! Year Ended
June 30

1999
2000
2001
2002
2003
2004
2005
20086

Police and Fire Retir: Sysfem

Flscal Year Ended

June 30

1999
2000
2001
2002
2003
2004
2006
2006

Annual Requlred

*The Gity's policy Is to calculate a percentage of payrall, at which it will make its employer plan contributions suich that the
resullant contribution amount s within the range of the allermnatives presented In the actuarial valuations. The contribution amounts
presented represent the actual contributions recorded by the City in the respectlve fiscal years.

The Information preserited above was determined as pari of the actuarial valuafions at the dates Indicated. Additienal information
as of July 1, 2008, the latest actuarial valuation date, follows:

General Emplovess’ Retiremen

Actuarial Cost Method
Amortization Method
Amortization Period (perpetual)
Asset Valuation Method

Actuarial Assumptions:
Investment Rate of Return*
Projected Salary Increases*
* [ncludes Infiation at
Cost of Living Adjustments

olice and Fire Retire em

Actuarial Cost Method
Amortization Method
Amortization Period (perpetual)
Asset Valuation Methoc_i

Actuarial Assumptions:
Investment Rate of Return**
Projected Salary Increases**
** Includes Inflation at
Cost of Living Adjustments
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Actuarial Percentage
Valuation Date Contribution* Contributed

7/1/98 $144,726 100.0
711798 106,710 100.0
711/00 201,310 100.0
7/1/00 213,736 100.0
71102 327,208 68,0
7/4102 320,779 95.0
711104 454,487 87.2
711/06 329,381 100.0
711197 $176,642 100.0
711/98 242,903 100.0
711/99 290,625 100.0
711/00 353,356 -100.0
71701 464,761 100,0
7H/fo2 451,696 100.0
7H/f04 485107 100.0
7108 121,130 100.0

Aggregate

NA

NIA

Market Value

7.0%

2%

2%

None

Individual entry age

Level percent of payroll, open
30 years

Five-year smoothed market

8.00%
4%
4%

None



CITY OF INKSTER, MICHIGAN
NOTES TO REQUIRED SUPPLEMENTAL INFORMATION
JUNE 30, 2006

Budgetary Information — The annual budget is prepared by the City management and
adopted by the City Council; subsequent amendments are approved by the City Council. The
budget document presents information by fund, function, department, and line items. The legal
level of budgetary control adopted by the City is the department level. Unexpended
appropriatons lapse at year end; encumbrances are not included as expenditures. The amount
of encumbrances outstanding at June 30, 2005 has not been calculated. During the current
year, the budget, the budget was amended in a legally permissible manner.

Annual budgets are adopted on a basis consistent with accounting principles generally
accepted in the United States of America for the General Fund, Special Revenue Funds, and
Debt Service Fund, with the following exceptions:

s Operating transfers have been included in the “revenue” and “expenditures” categories,
rather than as "other financing sources (uses).”

» Financing proceeds related to debt issuance have been included in the “revenue” category
rather than as "other financing sources.”

Excess of Expenditures Over Appropriations in Budgeted Funds — During the year, the
City incurred General Fund expenditures that were in excess of the amounts budgeted as
follows:

Amended
Budget Actual
Public Safety $6,427,378 $6,612,688
Cultural and Recreation 654,401 668,385
Non-departmental 3,905,125 4,228,682
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CITY OF INKSTER, MICHIGAN
OTHER SUPPLEMENTAL INFORMATION
COMBINING BALANCE SHEET
NON-MAJOR GOVERNMENTAL FUNDS

JUNE 30, 2006

Non-Major Special Revenue

Non-Major Capital Projects

Funds Funds
Non-Major i
Debt Service Total
Fund i Non-Major
Drug Law Bullding Capital Sidewalk  Governmental
Grants Enforcement Authority  Improvements _ Revolving Funds
Assets .
Cash And Investments ) $34,050 $115 $0 $165,160 $16,733 $216,058
Accounts Recelvables 106,005 36,524 0 0 0 142,529
Due From Other Funds 16,169 0 0 0 0 15,150
Due From Other Governmental Units 0 0 0 0 0 0
Total Assets $155,214 $36,639 $0 $165,160 $16,733 $373,746
Liabllitles And Fund Balances

Liabtlitles
Accounts Payable : $5,033 $8,151 30 $431 $550 $14,165
Due To Other Funds 115,775 26,385 0 50,159 - 0 201,319
Deferred Revenue 34,408 0 0 0 0 34,408
Total Liabilities 165,214 ~ 34,536 0 59,590 550 249,890
Fund Balances - Unreserved 0 2,103 0 108,570 16,183 123,856
Total Liabllittes And Fund Balances $155,214 $36,639 $0 $165,160 $16,733 $373,746
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CITY OF INKSTER, MICHIGAN
OTHER SUPPLEMENTAL INFORMATION
COMBINING STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES
IN FUND BALANCES - NON-MAJOR GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2006

Non-Major Special Revenue . Non-Major Capltal Projects
Funds Funds
Non-Major
Debt Service Total
Fund - Non-Major
Drug Law Bullding Capital Sidewalk  Governmental
Grants Enforcement _ Authority  Improvements _ Revolving Funds
Revenue
Proparty Taxes $0 $0 $0 $1,472 30 $1,472
Federal Grants 984,049 0 0 0 0 984,049
State Grants 22,499 0 0 0 0 22,499
Interest Income 0 83 0 5,697 643 6,423
Other 0 122,716 0 0 0 122,716
Total Revenue §1,008,548 $122,799 $0 $7,169 $643  $1,137.169
Expenditures
Public Safety $0 $177,026 $0 $0,076 $0 $186,102
Grant Expenditures 1,006,547 0 0 0 0 1,006,547
Debf Service 0 0 0 0 0 0
Other 15,160 0 _ 2,520 0 0 17,680
Total Expenditures 1_.021 707 177,026 2,520 9,078 0 1,210,329
Excess of Revenue Over
{(Under) Expenditures {15,169} (64,227) {2,620) (1,907} - 643 (73,170}
Operating Transfers In {Out) 15,169 44,000 0 {59,159) 0 0
Fund Balanges - July 1, 2005 0 12,330 2,520 166,636 15,540 197,026
Fund Balances - June 30, 2006 ) 30 $2,103 _$0 $105,570 $16,183 $123,856
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CITY OF INKSTER, MICHIGAN

OTHER SUPPLEMENTAL INFOMATION

COMBINING STATEMENT OF NET ASSETS FIDUCIARY FUNDS

JUNE 30, 2006

Penslon Trust Funds

General
Employees' Police and Flre
Retirement Retirement
Syslem Syslem Total
Assefs :
Cash $0 $2,279 $2,279
Investments:
Corporate bonds 0 1,783,308 $1,783,309
U.S. Government Securities 0 304,637 $394,637
1.8, Government Agency Securities 0 7,161,086 $7,161,086
Common and Preferred Stock 0 17,366,207 17,366,207
- Penslon Guarantee Contract Pooled Fund 7,574,223 0 7,574,223
Bank nvestment Pools and Pooled Investment Fund 45,812 825,725 871,637
Recelvables 84,397 0 84,397
Net Assets - Held in Trust for Employes Penslon Benefits $7,704,432 $27,5633,243 _$35,237,675
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CITY OF INKSTER, MICHIGAN

OTHER SUPPLEMENTAL INFOMATION

COMBINING STATEMENT OF CHANGES IN NET ASSETS FIDUCIARY FUNDS

JUNE 30, 2006

Additions .
Investment Income:
Interest and Dividends

Net Increase (decrease) in Fair Value of Investments .

Net Investment Income (Loss)
Contributions:
Employer
Employee
“Total Additions
Deductions
Benefit Payments
‘Refunds of Contributions
Administrative Expenses
Total Deductions
Net Increase (Decrease)

‘Net _Assets - Held in Trust for Pension Benefits
Beginning of Year :

End of Year

56

Generél
Employees' Police and Fire
Retirement Retirement
System System Total
$375,187 $704,603 $1,079,790
(331,810) 1,875,444 1,543,634
43,377 2,580,047 2,623,424
519,361 121,130 640,491
115,414 274,938 300,352
678,152 2,976,115 3,664,267
609,929 1,606,942 2,116,871
29,465 24,715 - 54,180
32,682 229,726 262,408
572,076 1,861,383 2,433,469
106,076 1,114,732 1,220,808
7,598,358 26,418,511 34,016,867
$7,704,432 $27,533,243 $35,237 675




November 7, 2006

Honorable Mayor and
Members of the City Council
City of Inkster

Inkster, Ml 48141

In planning and performing our audit of the financial statements of The City of Inkster (the City) for
the year ended June 30, 2006, we considered the City’s internal control structure to determine our
auditing procedures for the purpose of expressing an opinion on the financial statements and not
to provide assurance on the internal control structure.

However, during our audit we became aware of some matters that are opportunities for
strengthening internal controls and operating efficiency. Exhibit A, which accompanies this letter,
summarizes our comments and suggestions regarding those matters. This letter does not affect
our report on the financial statements of City.

We will review the status of these comments during our next audit engagement. We have already
discussed many of these comments and suggestions with various City personnel, and we will be
pleased to discuss them in further detail at your convenience, to perform any addltlonal study of
these matters, or to assist you in implementing the recommendations.

Sincerely,

Mo € Moorng [ Sess

Alan C. Young & Associates, P.C.
Certified Public Accountants



EXHIBIT A

INVENTORY

During our procedures for the Water & Sewer Fund, we noted that a physical inventory
had not been performed in over two years. As a result, there is no direct correlation
between the inventory recorded in the general ledger and the actual inventory on hand.
This reduces the internal control over inventory and creates a greatly increased risk of
theft or loss.

We recommend that the City perform a physical inventory for the Water & Sewer Fund
on an annual basis. This will improve the informational value of internally generated
financial data and also will strengthen the internal controi structure.

WATER AND SEWER FUND

During our procedures, we noted that the Water and Sewer Fund generated an
operating loss for the year ended June 30, 2006. We do want to point out that although
there was an operating loss of $483,000, after factoring in the non-operating revenues
and expenses, the Fund generated a surplus for the year. This is a significant
improvement from the large loss generated in 2005,

We recommend that the City continue to monitor this situation and consider long-term
plans for the Fund’s operation during the next consideration of rate modifications. '

ESCROW FUND

During our procedures, we noted that the current method of accounting being utilized for
the escrow fund is extremely cumbersome and unnecessarily complex. The escrow fund
is used to account for assets held by the City as an agent for individuals, organizations,
other governments, or other funds. This fund is custodial in nature (assets equal
liabilities) and does not involve the measurement of results of operations. However, the
City's escrow fund includes revenue accounts, aithough they do function as liability

accounts.

We recommend that the City re-examine their accounting procedures for the escrow
fund. The fund should only include asset and liability accounts. These changes will
make this fund less cumbersome and also improve the informational value of the fund.

SUSPENSION AND DISBARMENT

During our examination of grant compliance, we noted that for the year ended June 30,
2006, the City did not appear to have a procedure in place to verify that contractors
utilized in the grants are not disbarred from participating in federally funded projects.
This is a requirement for proper grant compliance. We did note that subsequent to year
end, procedures are being taken by the City to obtain the necessary verification.



EXHIBIT A
(Continued)

CDBG GRANT FUNDS

During our procedures, we noted that grant revenues and expenditures that relate to the
City's CDBG Fund were being recorded in the Brownfield Fund. This resulted in
necessary audit adjustments to properly classify the transactions.

We recommend that the City account for these grant fransactions in the approptiate
fund.



